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Executive Summary 


a 


General Economic Trends 


The key feature of the current cyclical position of the 
Canadian economy is the weakness of the recovery. 
From the first quarter 1991 trough to the first quarter of 
1992 real output advanced only 1.9 percent. This situa- 
tion is linked to a number of factors, including the con- 
tinuation of a large gap between nominal interest rates 
and inflation, low levels of consumer confidence, declin- 
ing real income, a tepid recovery in the United States, 
high consumer debt levels, and low corporate profits. 


A comparison of the business cycle in the early 1990s 
with that in the early 1980s reveals two key differences. 
First, the 1990-91 recession was both shorter and less 
severe than that experienced in 1981-82. Second, the 
recovery from recession has been much weaker in the 
1990s. 


The weaker recovery has resulted in a much greater 
degree of underutilization of productive capacity in the 
early 1990s than following the 1981-82 recession. 
OECD estimates of potential output show that in 1991, 
two years after the output peak, the Canadian economy 
was operating 8.5 percent below capacity. At the com- 
parable phase of the cycle in the early 1980s, the 
economy was 5.9 percent below potential. Canada had 
the largest output gap in the G-7 last year. 


Labour Market Trends 


Unemployment can be broken down into deficient 
demand and structural/frictional components. The 
former reflects a basic lack of jobs while the latter is due 
to labour market mismatch. The relative importance of 
the two types of unemployment vary with the cycle. 
Based on CLMPC job vacancy estimates, in 1991 a 
basic lack of jobs was responsible for 78 percent of 
unemployment, and mismatch 22 percent. In contrast, 
in 1989 when unemployment was lower, a basic lack of 
jobs accounted for 36 of total unemployment, and mis- 
match 64 percent. 


The deterioration in labour market conditions during the 
current downturn, like that of output, has been less 
severe, but more prolonged than experienced during the 
4981-82 downturn. Employment has continued to 
decline and unemployment to increase since the 1991 
first quarter output trough because of the weakness of 
the recovery in output. In contrast, employment picked 
up and unemployment fell after the trough of the 1981-82 
recession was reached. 
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Productivity and Competitiveness 
Trends 


Aggregate labour productivity growth over the last two 
years has been extremely poor, with the level of output 
per worker 1.1 percent lower in 1991 than in 1989. This 
situation reflected the weakness in economic activity. 
Robust output growth leads to strong productivity gains 
through better use of overhead labour and increasing 
returns. Weak demand conditions have the opposite 
effect. 


Output per hour in the Canadian manufacturing sector 
advanced only 0.8 percent in 1991, down from 1.3 
percent in 1990 and a 1.7 percent average annual rate 
of increase over the 1981-89 period. Since 1985, output 
per hour growth in manufacturing has averaged only 0.4 
percent per year, by far the lowest rate of increase in the 
G-7. 


Feature Article: The Role of 
Business/Labour Sectoral Initia- 
tives in Economic Restructuring 


The feature article provides a comprehensive discus- 
sion of sectoral initiatives in Canada. The overall con- 
clusion of the paper is that this experience has been a 
very positive one for both business and labour. 


In contrast to the general experience at the workplace 
and aggregate economy level where business and 
labour are often at loggerheads over particular issues, 
the sectoral level has seen new and effective forms of 
joint decision making. 


This may reflect the fact that sectoral initiatives have 
largely focused on labour market issues. Training and 
adjustment may be a positive sum game for both parties. 
In any case, there is strong agreement among business, 
labour and government that the upside and downside 
adjustment models developed by the Canadian Steel 
Trade and Employment Congress (CSTEC) and the 
Sectoral Skills Council should be expanded to other 
sectors. It is believed that such a development would 
contribute significantly to successful economic restruc- 
turing in Canada. 
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Survey of Forecasts for the 
Canadian Economy 


This survey of output, labour market and productivity 
forecasts produced by model-based public and private 
sector forecasters in Canada provides a “consensus” 
view on trends based on average forecasts and il- 
lustrates the range of forecasts. 


In the 1990s it is expected that output growth will be 
significantly slower than experienced in the 1980s, due 
primarily to slower productivity growth. Labour force 
growth is also expected to be slower, due to a much 
smaller increase in labour force participation. The 
average unemployment rate in the 1990s is expected to 
exceed that of the 1980s. 
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1 General Economic Trends 


Synopsis 


The key feature of the current cyclical position of the Canadian economy is the weakness of the recovery. The most 
commonly used definition of a recession is two consecutive quarters of declining real output. By this criterion the recession 
ended in the second quarter of 1991 when real output rebounded a robust 5.2 percent. | Since then economic activity has 
been very weak. Real output advanced only 0.5 percent in the third quarter of 1991; was virtually unchanged in the fourth 
quarter; and rose 1.7 percent in the first quarter of 1992. Some analysts argue that the very weak economic activity since 
the second quarter of 1991 should be seen as a continuation of the recession which began in the second quarter of 1990. 
From this perspective the second quarter 1991 rebound did not represent a fundamental turnaround in economic activity 
from falling to rising output. Indeed, Statistics Canada has not officially declared the recession over. 


The weak nature of economic activity since 1990 is linked to a number of factors, including: 


+ the continuation of a large gap between nominal interest rates and inflation. The prime rate, in real terms, 
averaged 4.3 percent in 1991, well above that in earlier recoveries. With the large fall in inflation in the first 
quarter of 1992 real interest rates have actually increased, despite the decline in nominal rates. The real prime 
rate averaged 6.0 percent in the first quarter; 


e 


low levels of consumer confidence. The Conference Board of Canada’s Index of Consumer Attitudes shows that 
consumer confidence remained at a low level in 1991 and actually fell in the second half of the year, due primarily 
to the weak labour market; 


declining real incomes. Real personal disposable income fell 2.6 percent in 1991, the largest annual decline in 
the postwar period; 


a tepid recovery in the United States. Real output fell 0.7 percent in the United States in 1991 and advanced at 
only a 1.4 percent annual rate in the second half of the year; 


high consumer debt levels. 
The combined ratio of 
mortgage debt and con- 
sumer credit to personal 
disposable income in 1991 
was at its highest level in 
30 years; 


Real Output 
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low corporate profits. Cor- 
poration profits before 
taxes, as a share of GDP, 
in 1991 were at their 
lowest level (4.7 percent) 
since the 1930s. This 
situation had a negative ef- 
fect on business invest- 
ment. 
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1 Unless otherwise indicated, all quarterly growth rates and levels of expenditure categories are for seasonally adjusted, constant (1986) dollar estimates at annual rates. 
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A Comparison of Output Trends in the 1981-83 and 1990-92 Recessionary 


Periods 


A comparison of the business cycle in the early 1990s with that in the early 1980s reveals two key differences. First, the 
1990-91 recession was both shorter and less severe than that experienced in 1981-82. Second, the recovery from 
recession has been much weaker in the 1990s. This section provides a detailed comparison of output trends on an 
aggregate, sectoral, and regional basis for the two periods. Differences in labour market trends between the two periods 
are examined in the second section while differences in productivity trends are analyzed in the third section. 


By the strict criterion of trends in real output, the 
1990-91 recession ended in the second quarter 
of 1991 when real output rebounded sharply. 
Real output had fallen 3.6 percent over four 
quarters. Compared to the 1981-82 recession 
the 1990-91 recession was both shorter (four 
quarters versus six quarters), less severe over- 
all (-3.6 percent versus -5.3 percent), and less 
severe during the first four quarters of the 
downturn (-3.6 percent versus -3.9 percent). 


While the 1990-91 recession has been shorter 
and less severe thanthe 1981-82 recession, the 
recovery has been much weaker. During the 
first four quarters of recovery from the 1981-82 
recession output advanced 6.5 percent, more 
than regaining the pre-recession output peak. 
In contrast, the first four quarters of recovery 
from the 1990-91 recession have seen real 
output increase only 1.9 percent, with most of 
the advance taking place in the first quarter of 
recovery. Four quarters after the 1990-91 
recession, output was still 1.9 percent below 
the pre-recession peak. In contrast, four 
quarters after the output trough of the 1981-82 
recession output was 0.8 percent above the 
pre-recession peak, despite the larger fall in 
output during that recession. Indeed, one might 
view the unsustained upturn in the second 
quarter of 1991 as not representing a fun- 
damental change in the overall direction of the 
economy and consider the whole period since 
the first quarter of 1990 as one recession. 


A key element in an economy’s performance is 
its ability to achieve its potential level of output. 
The weaker recovery has resulted in a much 
greater degree of underutilization of productive 
capacity in the Canadian economy in the early 
1990s than following the 1981-82 recession. 
Based on OECD estimates of potential output,” 
the Canadian economy in 1991, two years after 
the 1989 output peak, was operating 8.5 per- 
cent below capacity. This was the largest out- 
put gap inthe G-7. In 1983, two years after the 
1981 output peak, the economy was operating 
5.9 percent below potential. More importantly, 
in 1992, three years after the peak, based on 
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The Cyclical Behaviour of 
Real Output in 1981-83 
and 1990-92 


1981Q2 and 199001 output peaks = 100 


— 1981-83 


number of quarters trom output peak 


The Cyclical Behaviour of 
Productive Capacity in 
1981-85 and 1989-92 


1981 and 1989 peaks = 100 
° 


——-_ 1990-92 


toa 


2 
years after output peak 


Use of Productive Capacity in 
G-7 Countries, 1991 


(ratio of actual to potential output 
for the total economy) 


Canada wK. [S. italy France 


Source: OECD 
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the OECD forecast of 2.3 percent real growth, 
it is estimated that the Canadian economy will 
be operating 9.2 percent below Capacity, in 
. contrast to only 2.9 percent in 1984, the third 
year after the 1981 peak. 


It should be noted that the underutilization of 
productive capacity is very costly for society. 
Nominal GDP in 1992 will be around $700 
billion. If the economy’s productive Capacity 
were fully utilized, as it was in 1988 and 1989, 
output in 1992 would be nearly $70 billion 
higher, a very considerable amount. 


The recession and weak recovery of the early 
1990s has resulted in the two years, 1990 and 
1991, taken together, being the weakest two- 
year period of economic activity since the 
depression. The annual average change in 
real output for 1990 and 1991 was -1.1 percent 
(-0.5 percent in 1990 and -1.7 percent in 1991). 


In line with overall trends, the goods sector 
experienced a greater fall in output during the 
1981-82 recession than during the 1990-91 
recession. Goods sector output fell 10.4 per- 
cent between the peak and trough during the 
1981-82 recession, compared to 6.4 percent 
from the peak to trough of the 1990-91 reces- 
sion. 


Declines in service sector output were sig- 
nificantly smaller than those experienced in 
the goods sector in both recessions. Again, in 
line with the overall lesser severity of the 1990- 
91 recession, service sector output declined 
1.0 percent from peak to trough, compared to 
2.7 percent during the 1981-82 recession. 


The much weaker current recovery compared 
to that following the 1981-82 recession is 
reflected in both the goods and services sec- 
tors although the relative weakness is greater 
in the goods sector. Four quarters after the 
first quarter 1991 trough, goods sector output 
was up only 0.6 percent. In contrast, four 
quarters after the fourth quarter 1982 trough 
goods sector output was up 8.7 percent. 
Equally, four quarters after the trough in the 
early 1990s service sector output was up 1.9 
percent, compared to 4.0 percent in the early 
1980s. 


2 The OECD defines potential output as the output level determined by trend 
labour efficiency, the actual capital stock and potential employment, which Is 
the labour force minus unemployment corresponding to the non-accelerating 
inflation rate of unemployment (NAIRU). See R. Torres and J P. Martin, 
Measuring Potential Output in the Seven Major OECD Countries, OECD 
Economie Studies, No.14, Spring 1990 The CLMPC has prepared a series 
of tables from OECD estimates covering the 1960-93 period for the seven 
major OECD countries on total economy actual and potential output and the 
ratio of actual to potential output. They are available on request 
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Real Output Growth, 1948-91 


The Cyclical Behaviour of Real Output 
in Goods Producing Industries in 
1981-83 and 1990-92 


198102 and 1990Q) output peaks = 100 
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The Cyclical Behaviour of Real Output 
in Service Producing Industries in 
1981-83 and 1990-92 


1981Q2 and 1990Q1 output peaks = 100 
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—— +1981-83 


number of quarters trom output peak 


Use of Productive Capacity 
in Canada, 1966-93 
(ratio of actual to potential output 
for the total economy) 
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Current Weakness in Manufacturing more Persistent than in Early 1980s 


Manufacturing has been particularly hard hit by the recession, with output falling 5.3 percent in 1990 and a further 6.7 
percent in 1991. On a quarterly basis the manufacturing output peak occurred in the first quarter of 1989. The trough 


occurred in the first quarter of 
1991 when output was 13.9 per- 
cent below the peak. During the 
1981-82 recession manufacturing 
output fell 18.9 percent from peak 
to trough. 


In the first quarter of 1992, 12 
quarters after the output peak, 
output was still 13.7 percent below 
the pre-recession level and barely 
above the output trough. In con- 
trast, 12 quarters after the output 
peak of the previous recession, 
manufacturing output had 
regained the pre-recession level. 
The weakness of the current 
recovery is largely explained by 
the failure of the manufacturing 
sector to recover from the reces- 
sion. 


Certain manufacturing sectors 
have experienced substantial 
declines in output. Fromthe 1989 
first quarter output peak to the first 


80 


The Cyclical Behaviour of Manufacturing 
Output in 1981-1984 and 1989-1992 


1981Q2 and 1989Q1 output peaks =100 


Some IRERECE! —— 1989-92 
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number of quarters from the 
manufacturing output peak 


quarter of 1992 output had fallen 34.0 percent in the furniture industry, 32.5 percent in non-metallic mineral products, 29.8 
percent in machinery, 26.5 percent in leather, 26.0 percent in primary textiles, 23.1 percent in clothing, 21.8 percent in 
fabricated metal products, and 17.8 percent in wood. All other two-digit SIC manufacturing industries also experienced 


declines in output. 
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Regional and Provincial Output Trends during the 1981-83 and 1990-91 Cycles 


Regional output trends have varied greatly over the last two years. The Conference Board of Canada produces quarterly 
estimates of real gross domestic product at factor cost by province. Estimates for the goods sector provide the most 
reliable indication of overall trends in economic activity because of output measurement problems in the service sector. 


Measured from the first quarter 1990 national 
output peak to the regional trough in economic 
activity (see Table |-1 and chart on following 
page), these data show that Ontario ex- 
perienced the largest fall in activity (-10.9 per- 
cent), followed by British Columbia (-9.3 
percent), Quebec (-6.1 percent), Atlantic 
Canada (-3.3 percent) and finally the Prairies 
(-0.8 percent). Within Atlantic Canada the 
decline ranged from 5.6 percent in New 
Brunswick to 1.6 percent in Newfoundland. On 
the Prairies, Alberta experienced no fall in out- 
put while output fell 8.9 percent in Manitoba. 


Compared to the 1981-82 recession, the 1990- 
91 downturn was less severe in all five regions 
and in all provinces except Prince Edward Is- 
land, New Brunswick and Saskatchewan. The 
recent downturn was about one half as deep 
as that recorded in 1981-82 in British Columbia 
and Quebec, about two thirds in Ontario, vir- 
tually the same in Atlantic Canada, and much 
weaker on the Prairies, because of the ab- 
sence of any downturn in Alberta. 
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Table I-1 


A Comparison of the Cyclical Behaviour of 
Output in Goods Producing Industries by Province 


(percent change in real GDP at factorcost in constant 1986 prices) 
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A Comparison of the Cyclical Behaviour of Goods Sector Output by Region 
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2 Labour Market Trends 


General Developments 


Labour market conditions in 1991 reflected 
the overall deterioration in the economy. 
Employment was down for the first time since Trends in Key Labour Market Variables, 
1982, falling 1.8 percent, with 232,000 jobs ulead 

lost. The unemployment rate rose 2.2 per- = 
centage points to 10.3 percent, and would 
have risen nearly another percentage point if 
the participation rate had not fallen consider- 
ably. Working age population grew 1.5 per- 
cent, up significantly from the rate of increase 
experienced during the mid 1980s, due to wcnigiaoe Po 
increased immigration. ; ee ee 


employment 


Sa | 


The labour market continued to deteriorate in es | NT Ganga 
the first quarter of 1992, with employment 
falling at a 2.1 percent annual rate. Employ- 
ment gains in the second and third quarters of 
1991 were more than offset by losses in the 


fourth quarter of 1991 and the first quarter of Trends in Key Labour Market 

1992. Consequently, employment in the first Vana Betas he 

quarter of 1992 was at its lowest level since ee — 
the beginning of the downturn, down 2.8 per- faa NES labour foroe employment 
cent from the first quarter 1990 output peak. | 
The large fallin employment in the first quarter seer aa OT eS a ra 
led to a 0.4 point run-up in the unemployment ° ‘ = = 

rate to 10.7 percent. A 0.5 percentage point 


fall in the participation rate, again reflecting 
weak labour market conditions, considerably 
dampened this rise. ai a2 as a4 ar Qe. for} et 
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Large Increase in Deficient Demand Unemployment 


The CLMPC job vacancy rate, which is deter- 
mined by trends in Statistics Canada’s Help 
Wanted Index, provides an indication of the 
demand for labour. Reflecting the weakness in 
economic activity, the rate dropped to 2.3 per- 
cent in 1991, its lowest level since 1983. As 
recently as 1989, it had reached 4.8 percent. In 
the first quarter of 1992 the rate was 2.0 percent. 


The relationship between the job vacancy rate 
and the unemployment rate provides a rough 
indication of the relative importance of deficient 
demand and structural/frictional unemployment. 
The number of job vacancies, which includes 
both long-term, hard-to-fill positions and short- 
term, easy-to-fill vacancies, provides a measure 
of structural and frictional unemployment. The 
difference between the number of persons ac- 
tually unemployed and the number of job vacan- 
cies indicates the number of persons 
unemployed because of a basic lack of jobs. 


There have been large variations in the relative 
importance of these two components of total 
unemployment over the past 10 years. At the 
beginning of the 1980s about half of unemploy- 
ment was due to inadequate aggregate demand 
and the other half due to labour market mis- 
match. The 1981-82 recession, and the as- 
sociated drop in the demand for labour, greatly 
increased the relative importance of deficient 
demand as a cause of unemployment and 
reduced that of labour market mismatch. In 1983 
the former accounted for 83 percent of total 
unemployment, the latter 17 percent. The ensur- 
ing recovery and expansion gradually reversed 
this proportion as the demand for labour picked 
up. By the 1989 peak a basic lack of jobs ac- 
counted for only 36 percent of total unemploy- 
ment, with labour market mismatch responsible 
for 64 percent. The 1990-91 recession again 
produced a turnaround in the relative importance 
of the two basic components of unemployment. 
In 1991 abasic lack of jobs explained nearly four 
fifths (78 percent) of unemployment, and mis- 
match only one fifth. 
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The CLMPC Job Vacancy Rate and 
the Unemployment Rate 
1981-1991 
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Canada’s Unemployment Rate High by International Standards 


International comparisons of unemployment rates are hampered by the lack of comparability of national rates due to 


different definitions of unemployment. To facilitate international comparisons the Bureau of Labor Statistics in the United 
, States produces estimates of un- 


employment rates for nine countries 
based on American concepts and 
definitions. These data show that in 
1991 Canada’s unemployment rate of 
10.3 percent was the highest among 
the nine countries covered (G-7 
countries plus Australia and Sweden). 
France (9.8 percent), Australia (9.6 per- 
cent), and the U.K. (9.4 percent) fol- 
lowed close behind. In contrast, both 
Sweden and Japan had unemployment 
rates below 3 percent. Canada also 
experienced the second largest jump in 
the unemployment rate in 1991 afterthe 
U.K. 


Unemployment in Industrial 
Countries, 1991 
10 


Hn. 


Canada France Australia UK Italy Germany Sweden Japan 
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Source. Bureau of Labor 
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A Comparison of Labour Market Developments Between the 1981-83 and 
1990-92 Periods 


The deterioration in labour market conditions during 
the current downturn, like that of output, has been Tlehds da Enioleyaisnk 
less severe than experienced during the 1981-82 HNP anhalt a 
downturn. Employment fell 5.2 percent from the 
output peak preceding the 1981-82 recession to the 
trough (see Table Il-1). In contrast, employment fell 
2.4 percent between the first quarter 1990 output 
peak and the first quarter of 1991. On the other 
hand, the decline in employment ended after six 
quarters in 1981-82. During the current downturn, 
employment has been on an overall downward trend 
for eight quarters, reflecting the more protracted quarters from output peak 
nature of the weakness in economic activity. 


1981Q2 and 1990Q1 ~ 100 


—— 1990-92 1981-83 


A similar situation exists regarding unemployment. The unemployment rate rose 5.5 percentage points between the peak 
and trough of the 1981-82 recession, compared to 3.2 points between first quarter 1990 peak and the first quarter of 1992, 
its highest level. Unemployment stopped rising after six quarters in the first period, but has not yet peaked after eight 
quarters during the current downturn. 


Unemployment Rate Trends in 1981-83 and 1990-92. 
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Following the national pattern the peak-to-trough employment decline in 1981-82 was greater than in 1990-91 in four of 
the five major regions of the country. On the Prairies and in British Columbia employment in fact did not decline during 
the recent recession. Ontario, on the other hand, experienced as large a fall in employment during the 1990-91 recession 
as during the 1981-82 recession. 


After the trough of the 1981-82 recession employment rebounded in all regions. In contrast, after the trough of the 1990-91 
recession employment levels in all regions except British Columbia continued to decline, due to the weakness of the 
recovery. 


The decline in employment eight quarters from the output peak was less in 1990-92 than in 1981-83 in all regions except 
Ontario. The greatest contrast in employment experiences between recessions was in British Columbia. Employment fell 
in this province 5.4 percent in the eight quarters following the 1981 output peak, but rose 3.1 percent in the corresponding 
period after the 1990 peak. 


A Comparison of the Cyclical Behaviour of Employment by Region 
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Ae ey cat ae ded between the 1981-83 and 1990-92 cycles were similar to regional employment 
Equally steer tieta sie sah in unemployment was greater in all regions during the recession of the early 1980s. 
ae vi ie ise to rise in all regions except Quebec during the four quarters following the trough of the 

athe Io r showed no change in all regions following the 1982 trough. Eight quarters from the output 
p unemployment rate had risen less in percentage point terms in 1990-92 than in 1981-83 in all regions except 
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Table Il-1 


A Comparison of the Cyclical Behaviour of Employment and Unemployment by Region 


peak to trough four quarters eight quarters 
from trough from peak 


81Q2-82Q4 90Q1-91Q1 82Q4-83Q4 91Q1-92Q1 81Q2-83Q2 90Q1-92Q1 


employment (percent change) 


Atlantic 
Quebec 
Ontario 
Prairies 
B.C. 


Canada 
unemployment (percentage point change) 


Atlantic 
Quebec 
Ontario 
Prairies 
B.C. 


Canada 


Source: Labour Force Survey, Statistics Canada 
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Large Declines in Labour Force Participation 


Increases in the aggregate participation rate 
were an important source of labour force growth 
in the 1980s. Since 1989, however, the par- 
ticipation rate has fallen substantially, much 
more than experienced during the downturn in 
the early 1980s. In the eight quarters following 
the 1990 first quarter output peak the aggregate 
participation rate fell 2.2 percent — from 67.1 
percent to 65.6 percent. As noted earlier, this 
fall in the participation rate has greatly reduced 
the rise in the unemployment rate. In contrast, 
eight quarters after the 1981 output peak 
(1981Q2) the participation rate was only 0.5 
percent below the peak level. At its lowest point 
during the 1981-82 recession the participation 
rate was only 1.1 percent below the peak 

level. 


The overall drop in labour force participation 
during the 1990-91 recession reflected declining 
employment opportunities. Such a situation 
leads people to leave the labour force when they 
lose their job, or to not join the labour force, 
remaining in school or in the home even if they 
might prefer to work. 


The steeper and more protracted decline in the 


A Comparison of Aggregate 
Participation Rates 


—— 1990-92 — 1981-83 


3 s 
quarters from output peak 


1966 1971 1976 1981 1986 


1991 


participation rate during the current downturn, despite the smaller increase in the unemployment rate, may reflect the lower 
trend growth in the female participation rate. In the 1970s and 1980s the gap between the male and female participation 
rates closed rapidly as women entered the labour force in great numbers. By 1990, the gap had been reduced to 17.5 
percentage points, down from 44.4 points in 1966 and 26.7 points in 1981. This lower gap meant the potential for growth 
in female labour force participation is more limited. The average annual rate of increase in the female participation rate 
decelerated from 2.6 percent in the 1966-81 period, to 1.4 percent in 1981-89 and has likely decelerated further in the 
1990s. In fact, in 1991, reflecting both the recession and the lower trend participation rate growth, the female participation 


rate fell for the first time in the history of the series. 
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Trends in Discouraged Workers 


Despite the large fall in the participation rate, the 
rise inthe number of discouraged workers during 
the current downturn has been significantly less 
than experienced during the early 1980s. Statis- 
tics Canada produces two estimates of dis- 
couraged workers - Labour Force Survey (LFS) 
estimates defined as persons not in the labour 
force because they believe no work is available, 
but who looked for work sometime in the last six 
months, and broader estimates from the Survey 
of Job Opportunities (SUO), which removes the 
requirement of having looked for work sometime 
in the last six months. 


Between 1989 and 1991 both estimates of dis- 
couraged workers increased by about one third. 
Since the number of unemployed also increased 
by around the same proportion, the ratio of dis- 
couraged workers to unemployed showed little 
change. Incontrast, between 1981 and 1983 the 
number of discouraged workers doubled and the 
ratio between the discouraged workers and the 
unemployed rose. 


No convincing explanation has been found for 
this decline in the relative importance of dis- 
couraged workers between the 1981-83 and 
1989-91 periods. Possible factors may include 
measurement problems, behavioural changes, 
or better labour market information which reduce 
costs of looking for work. 
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Discouraged Workers, 1979-92 
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Current Decline in Manufacturing E 
Downturn g Employment Worse than Early 1980s 


The Canadian manufacturing sector is cur- 
{ rently undergoing a more severe restruc- 
turing than experienced in the early 1980s. 
Beep egranos ents in Manufacturing output peaked in the first 
acturl i < 
(081 sBe Sha eeceee is quarter of 1989, one year earlier than the 


overall output peak. Since then manufac- 
| —_—__—____ aa turing employment has been in almost con- 
—_ 1981-84 = —— 1989.92 tinuous decline. By the first quarter of 
1992, 12 quarters after the peak, it was 
15.6 percent below the pre-recession level, 
according to data from the household- 
based Labour Force Survey (LFS). This 
represents a loss of 351,000 jobs. During 
the 1981-82 recession, at its lowest level, 
manufacturing employment was 14.7 per- 
oo > Ce ae al ee en ae cent below the pre-employment peak (a 

quarters after cyclical output peak loss of 316,000 jobs) and 12 quarters after 
the peak it had rebounded to 91.0 percent 
of its pre-recession level. 


1981Q2 and 1989Q1 = 100 


Smaller Decline in Manufacturing Employment Share in the 1980s 


Trends in the manufacturing share of total employment reflect both short-term cyclical factors and long-term structural 
factors. The greater volatility of the manufacturing sector means that manufacturing employment tends to experience 
larger falls than total employment during downturns, leading to cyclical declines in the sector's employment share. Some 
of the decline may be made up during the recovery and early expansion phases of the cycle when manufacturing 
employment rebounds. This was the case during the 1981-82 recession and the ensuing recovery. 


Over the longer term, the share of manufac- 
turing employment in total employment is 
determined by the relative growth rates of 
output and productivity in manufacturing and 
the overall economy. With comparable rates 
of output growth between the two sectors, 
higher productivity growth in manufacturing 
leads to a fall in its employment share. 
Similarly, with comparable productivity growth 
in manufacturing and the overall economy, a 
slower rate of output growth in manufacturing 
leads to a fall in its employment share. 


Manufacturing Employment > 
(% of total employment) 


ees 


After peaking in 1953 at 26.7 percent, the 
share of manufacturing employment in total 
employment has fallen more or less continual- 
ly, reaching 15.9 percent at the 1989 cyclical 
peak, and 14.0 percent in 1991. The 10.9 percentage point decline in the manufacturing employment share over the 
1953-89 period can, to a large extent, be explained by the greater productivity growth in manufacturing. 
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Output per person employed advanced at a 3.0 percent average annual rate in this sector, compared to 1.9 percent for 
the overall economy over the period (see Table II-2). Output growth was also faster in the total economy than in 
manufacturing (4.3 percent versus 3.9 percent). The combined effect of these two factors was to make employment 
growth 1.5 percentage points slower in manufacturing than In the total economy (0.9 percent versus 2.4 percent), thus 
accounting for the fall in the manufacturing employment share. About three quarters of the decline was thus due to faster 
productivity growth in manufacturing and one quarter due to slower output growth. 
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Perhaps surprisingly, the rate of decline in the share of manufacturing employment has been significantly less in the 1980s 
than in earlier decades. Between the 1981 and 1989 cyclical peaks the share of manufacturing employment in total 
employment fell 1.1 percentage points from 16.8 percent to 15.7 percent, an average rate of decrease of 0.8 percent. In 
contrast, between 1953 and 1981 the manufacturing employment share fell 9.9 points from 26.7 percent to 16.8 percent, 
an average annual rate of fall of 1.6 percent. In other words, the rate of decline in the relative importance of manufacturing 
employment in the 1980s has been one half that experienced in the three earlier decades. 


The key factor behind this development has been the much greater slowdown in productivity growth in manufacturing than 
in the overall economy. Between the 1953-81 and 1981-89 periods output per worker growth fell by 1.4 percentage points 
in manufacturing (3.3 percent per year to 1.9 percent), compared to only 0.3 points in the overall economy (1.9 percent 
per year to 1.6 percent). A second factor has been the greater decline in output growth in manufacturing (1.7 percentage 
points versus 1.4 percentage points). 


Table Il-2 
Output, Employment, and Output Per Worker Trends in Manufacturing and the Total Economy 


(average annual rate of change) 


output employment output per worker 
total manu- total manu- total manu- 
economy facturing economy facturing economy facturing 
1953-89 4.3 3.9 ; 5 : 3.0 
1953-81 46 4.3 ; i ‘ 3.3 
1981-89 3.2 2.6 ‘ i 3 1.9 


Source: Manufacturing - Aggregate Productivity Measures, Dec. 1991, Statistics Canada; total economy - National Income and Expenditure Ac- 
counts and Labour Force Survey, Statistics Canada. 
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3 Productivity and Competitiveness Trends 
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General Productivity Developments 


Productivity measured on an hours basis per- 
formed markedly better than productivity 
measured on an employee basis in 1991, due 
to a large decline in average weekly hours. 
Total economy output per worker advanced 
only 0.1 percent as the fall in employment 
exceeded that in output (-1.8 percent versus 
-1.7 percent). In contrast, business sector 
output per worker increased 1.5 percent as 
the decline in total hours worked exceeded 
that of output (-3.6 percent versus -2.2 per- 
cent), due to a 1.1 percent fall in average 
weekly hours. Such divergence between the 
two aggregate productivity measures is typi- 
cal when the economy is weak. Employers 
prefer to cut back on the number of hours of 
work offered all employees through short- 
time or elimination of overtime than to lay off 
some employees and maintain hours for the 
remaining workers. Total hours worked thus 
fall more than employment and output per 
hour falls less or increases more than output 
per worker. 


The years 1990 (when output per worker fell 
1.2 percent) and 1991 have been one of the 
worst two-year periods for output per worker 
growth since World War Il. The level of output 
per worker was in fact 1.1 percent lower in 
1991 than in 1989. Only the two-year periods 
starting and ending with the year 1980 ex- 
perienced a poorer aggregate productivity 
performance. This situation reflected the 
weakness in economic activity. Robust out- 
put growth leads to strong productivity gains 
through better use of overhead labour and 
increasing returns. Strong demand pres- 
sures lead to all resources being fully utilized, 
both over the short and medium term. Weak 
demand conditions have the opposite effect. 
In the 1980s, as in past decades, years of 
above average output growth tend to cor- 
respond with years of above average produc- 
tivity gains, with the causation running 
primarily from output to productivity. 
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Trends in Output Per Worker, 1981-91 


———_ output per worker output 
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Large Variation in Productivity Growth by Industry in 1991 


Output per hour growth in 1991 was approximately the same in goods-producing industries as in service-producing 
industries — 1.9 percent versus 1.6 percent. But there was a very large range of performances within each sector. For 
example, within the goods sector productivity rose a strong 7.3 percent in construction as the slump in employment (-10.1 
percent) greatly exceeded that of output (-3.6 percent). On the other hand, productivity fell 3.7 percent in agriculture due 
to employment gains much above output 
gains. Productivity gains in both non- 
agricultural primary industries and 


Productivity Trends manufacturing were weak. 
(annual or average annual % 
change in output per hour) In the service sector the same divergence 


in industry productivity trends was evident. 
Strong rates of output per hour growth took 
place in a number of sectors — finance, 
insurance and real estate (5.7 percent), 
communications (4.7 percent) and 
wholesale and retail trade (2.9 percent). 
On the other hand, output per hour fell 1.2 
percent in transportation and storage and 
3.1 percent in community, business and 
personal services. The very poor produc- 
tivity performance in this latter continued a 

trend started in the early 1980s. The 1991 
Note: Aggregate Productivity Measures, July 1992, Statistics level of output PCr hourwas infact 6 percent 
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A Comparison of Productivity Trends During the 1981-82 and 1990-92 
Downturns 


Output per worker trends were quite similar during the downturns of the early 1980s and 1990s. An initial fall in output 
per worker during the early phase of the downturn was followed by a rebound in the latter phase. Output per worker 
declined during the first four quarters following the 1990 first quarter output peak, reaching a level 1.3 percent below the 
peak. It then turned around, almost regaining its pre-recession level with the strong but short-lived rebound in output 
experienced in the second quarter of 1991. With the weak output gains in the latter half of 1991, productivity growth again 
stagnated. It then rebounded in the first quarter of 1992 as output growth picked up and employment levels continued to 
decline. 


Output per worker also fell during the initial Trends in Aggregate Output 
phase of the six quarter 1981-82 reces- Per Worker in 1981-83 and 1990-92 
sion, reaching a level 0.8 percent below the 
pre-recession peak after three quarters. It 
then picked up despite the continued 
decline in output as employers cut employ- 
ment faster than output. After the output 
trough was reached productivity 
rebounded quickly, rising 3.5 percent over 
four quarters. 


1981Q2 and 1990Q1 = 100 
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Weak Productivity Gains in Manufacturing 


Over the 1981-89 period output per hour in 
manufacturing advanced at a 1.7 percent 
average annual pace. From an historical 
perspective this rate of increase was down from 
that in earlier decades of the postwar period. 
From an international perspective Canada’s 
manufacturing productivity performance was the 
lowest among the seven major industrial 
countries. Since 1989 our manufacturing perfor- 
mance has deteriorated further with output per 
hour advancing only 1.3 percent in 1990 and 0.8 
percent in 1991. Since 1985 output per hour 
growth has averaged 0.4 percent per year, by far 
the lowest rate of advance for a six-year period 
in the postwar period. 


Trends in output per hour reflect the behaviour of 
output and total hours worked. During the first 
four quarters of the downturn in manufacturing 
following the 1989 first quarter output peak, out- 
put per hour fell 0.5 percent. This was because 
the fall in output was greater than that in total 
hours. Since then quarterly declines in hours 
have exceeded those of output and output per 
worker has advanced. By the first quarter of 
1992, twelve quarters or three years after the 
output peak, output per hour was 5.1 percent 
above the pre-recession level, even though out- 
put was 13.6 percent and total hours worked was 
17.9 percent below it. 


A comparison of output and productivity trends in 
manufacturing during the 1981-84 and 1989-92 
periods reveals interesting differences. Output 
per worker fell much faster during the first four 
quarters of 1981-82 downturn than in 1989-92, 
because of the greater severity of the fall in output 
and its unexpected nature. After this initial 
decline, productivity turned around and began to 
advance strongly, regaining its pre-recession 
level eight quarters after the output peak. Twelve 
quarters after the peak it was 10.8 percent higher. 
In contrast, since 1989 output per worker growth 
has been more or less stagnant. Twelve quarters 
from the output peak it was only 3.3 percent 
above the pre-recession level. This poor perfor- 
mance is explained by the lack of any significant 
recovery in manufacturing output. 
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Trends in Output Per Hour in 
Manufacturing, 1981-91 
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4 Feature Article 


The Role of Business-Labour Sectoral Initiatives in 


Economic Restructuring 


The feature article inthe Fall 1991 issue of the Quarterly 
Labour Market and Productivity Review, entitled The 
Challenge of Economic Restructuring: An Overview of 
the Issues, concluded that success in the economic 
restructuring process requires business and labour to 
build on their common interests and develop consensus- 
based strategies and initiatives. In recent years, one 
promising strategy for economic restructuring has been 
business-labour sectoral-based initiatives which have 
developed to deal with issues and problems of specific 
industries. Indeed, many have pointed to these initia- 
tives aS a successful means to promote economic 
restructuring. | Participants in the CLMPC Economic 
Restructuring Project in particular have indicated an 
interest in exploring possible roles for joint business- 
labour sectoral initiatives, both in addressing issues at 
the sectoral and workplace level, and as a means of 
promoting the development of joint mechanisms to deal 
with issues at the national level. 


The objective of this feature article is to provide a 
comprehensive discussion of the recent experience in 
the area of sectoral initiatives, with particular reference 
to the possible roles these initiatives can play in the 
economic restructuring process. The first part of the 
feature article provides an overview of the various sec- 
toral initiatives that have developed in Canada over the 
past decade and the factors behind their development. 
The second section provides a discussion of the key 
features of the Canadian Steel Trade and Employment 
Congress and the Sectoral Skills Council, the two best 
known initiatives. The third section discusses a variety 
of issues that are germane to the debate on the sectoral 
initiatives. The fourth part looks at the new labour 
market institutions which have been recently estab- 
lished and discusses their possible relationships to sec- 
toral initiatives. The fifth part of the feature article 
outlines the general principles that have emerged as 
essential to success in building sectoral initiatives. The 
sixth and final section discusses the contribution sec- 
toral initiatives can make to successful economic 
restructuring, as well as certain limitations of the sectoral 
approach. 
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Sectoral Organizations in Canada 


advisory versus non-advisory 
organizations 


There exist many permanent sectoral-based organiza- 
tions which involve business and labour in Canada. Two 
basic types of organizations can be identified. The first 
type has as a primary purpose to serve as an advisory 
body to government on sectoral policy issues. Govern- 
ments have generally established these bodies to obtain 
private sector input into policy development. 


Examples ofthis type of organization at the national level 
include the Sectoral Advisory Groups on International 
Trade (SAGITs), the Forest Sector Advisory Council, the 
Automotive Advisory Council, the Construction Industry 
Development Council, the Asbestos Institute, andthe 18 
sectoral committees recently set up by the Department 
of Industry, Science and Technology as part of the 
Prosperity Initiative. The CLMPC construction and ship- 
building committees also largely fall under this category 
as most of their activities have been directed toward 
influencing public policy (see CLMPC 1988a and 1989). 
From an historical perspective the 23 ad hoc sectoral 
Task Forces created by the Department of Industry, 
Trade and Commerce in 1978 as part of the Tier 1 
consultative exercise represent an important example of 
government seeking input from business and labour on 
a sectoral basis (see Waldie, 1986). A key characteristic 
of this process was that government set the agenda, and 
asked for business and labour advice in that regard. 


A second group of bipartite sectoral organizations have 
been established primarily to address particular needs 
of business and labour, which could include influencing 
government policy in specific areas. They act on an 
agenda jointly developed by business and labour while 
government plays a supportive role. These organiza- 
tions differ markedly from those above primarily through 
the key differences in the roles of business, labour and 
government. Ownership of the agenda and the process, 
in the latter, brings a commitment and involvement not 
always possibie in the former. These organizations 
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have in many cases developed Particular activities and 
programs to fulfill these functions. It is these program- 
oriented sectoral organizations which are the focus of 
this article. The activities of sectoral organizations may 
be oriented toward particular workplaces in the sector 
(e.g. adjustment programs for specific plant closures) or 
may be more general in nature and apply to the whole 
sector (e.g. development of sector-wide standards or 
policies). The two best known sectoral organizations 
operating at the national level are the Canadian Steel 
Trade and Employment Congress (CSTEC) and the 
Sectoral Skills Council (SSC). It is these two organiza- 
tions which will receive the most attention. 


an overview of program-oriented sectoral 
initiatives 

The emergence of sectoral initiatives in the 1980s 
shouldbe seen as aresponse to the overall restructuring 
of economic activity. This restructuring in turn arose 
from a number of inter-related factors — increased 
international competition, changes in the international 
trading environment, rapid technological change, rising 
skill requirements, and changes in demand conditions 
for particular products. The particular histories of these 
major sectoral initiatives illustrate well this interplay 
between the forces restructuring the economy and the 
emergence of new institutional frameworks adapted to 
the changing economic environment. 


The first sectoral initiative in Canada which resulted in 
the formation of a joint business-labour council or or- 
ganization® was the Centre for Aerospace Manpower 
Adjustment in Quebec (CAMAQ), established in 1983 
by employers belonging to the Aerospace Industries 
Association of Canada and the unions in the sector, 
together with the federal and provincial government. 
CAMAQ was established to promote joint action in the 
human resource areaby employers, unions, educational 
institutions, and government agencies involved in plan- 
ning for and training specialized workers for the 
aerospace industry in Quebec. The strong interest 
shown by the Quebec government in business-labour 
consultations in the second half of the 1970s and early 
1980s, particularly at the sectoral level (17 sectoral 
mini-summits were held between 1977 and 1982) may 
explain why the first sectoral initiative emerged in this 
province (see Fournier 1986). 


The first sectoral initiative at the national level oriented 
toward joint action by business and labour took place in 
the early 1980s in the steel industry. The Canadian steel 
industry at the time was facing serious access problems 
in the important American market. Business was inter- 
ested in mobilizing the support of labour in view of their 
commoninterest in combatting American protectionism. 
Labour agreed to support business on trade issues on 
condition that labour adjustment issues facing the in- 
dustry were also addressed. A particularly important 
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concern to labour was the issue of adequate adjustment 
assistance for workers who lost their jobs because of 
layoffs and plant closures (downside adjustment). 


In 1985 the Canadian Steel Trade Conference was 
established, with equal participation of the major steel 
companies andthe union representing steelworkers, the 
United Steelworkers of America. The initiative had 
come directly from business and labour themselves, 
with government playing the role of observer (see 
Crookell, 1986) and providing financial support. In 1987 
the name was changed to the Canadian Steel Trade and 
Employment Congress (CSTEC) to reflect the dual na- 
ture of the concerns of the organization — trade and 
employment issues. 


Inthe second half of the 1980s important sectoral initia- 
tives developed in the electrical/electronics industry and 
in the automotive services and repair industry. The 
federal government was closely involved in these initia- 
tives. In addition, the concerns of business and labour 
in these two sectors differed significantly from those in 
the steel sector. In the mid-1980s, after consultation 
with the concerned parties, the federal Department of 
Employment and Immigration initiated studies of the 
human resource needs of the electrical and electronics 
manufacturing industry and the automotive repair and 
service industry. Steering committees with labour and 
business representation from both sectors were formed 
to provide input into the studies. Both studies in turn 
recommended that institutional structures be estab- 
lished to deal with the joint labour market concerns of 
business and labour in the two sectors (see EIC 1987 
and EIC 1988). This recommendation was accepted by 
all parties and actions undertaken to make it a reality. 


In the electrical/electronics industry a Joint Human 
Resource Committee of the Canadian Electrical- 
Electronics Manufacturing Industry was formed in 1987. 
The Electrical and Electronic Manufacturing Association 
of Canada, representing 200 companies in the electrical 
and electronics industry, and three unions (Communica- 
tions and Electrical Workers of Canada, United Steel- 
workers of America, and the International Brotherhood 
of Electrical Workers) participated. In 1989 the name of 
the committee was changed to the Sectoral Skills Coun- 
cil (SSC). The concerns of SSC have been primarily in 
the human resource area (see Joint Human Resource 
Committee, 1989), with particular attention to retraining 
of the current workforce to meet the rising skill demands 
of the industry and to ensuring that young people enter- 
ing the sector are appropriately prepared in education 
and skill terms. But the concerns have also included 
issues which go beyond a narrow definition of human 
resources, such as the implementation of technological 
change. In contrast to the steel industry, the electri- 
cal/electronics sector enjoyed significant employment 
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growth in the 1980s, making the retraining of employed 
workers, or upside adjustment, the dominant concern. 


In the automotive service and repair industry a joint 
Human Resource Committee called the Canadian 
Automotive Repair and Service Council (CARS Council) 
was established in 1988, with financial support from the 
Department of Employment and Immigration. The com- 
mittee was composed of representatives from five na- 
tional automotive associations, community colleges and 
training institutes represented through the Canadian 
Transportation Institute, and employees. As workers in 
this sector are largely unorganized, labour repre- 
sentation is not through unions. Employee repre- 
sentatives are appointed by firms or other organizations. 
Like the electrical/electronics sector, employment op- 
portunities have been strong in automotive service and 
repair in the 1980s. The major human resources con- 
cerns have thus been those of upside adjustment, in 
particular the retraining of the current workforce to meet 
the rising skill requirements from the ever changing 
technology and the assurance of an adequate supply of 
well qualified entrants into the sector. The issue of 
national industry standards inthe area of apprenticeship 
training and certification has also been important. 


Inthe last several years additional joint business-labour 
initiatives have been established in a number of sectors. 
Inspired by the example of CSTEC, the Western Wood 
Products Forum (WWPF) was formed in 1988. This 
organization brought together leaders from the major 
wood product firms in British Columbia, and union rep- 
resentatives from the International Woodworkers As- 
sociation - Canada. Like CSTEC, the WWPF was a 
response to the downturn in economic activity in the 
sector in the mid-1980s and subsequent labour adjust- 
ment problems and trade issues facing the industry. 
WWYPF serves as a joint research and lobby group to 
encourage government to establish policies and 
programs to address the needs of the sector. 


The sectoral human resource studies initiated by the 
federal Department of Employment and Immigration 
have resulted in additional sectoral initiatives. A study 
addressing the changing skills needs of the automotive 
parts industry (EIC, 1992c) called for the establishment 
of a joint training council and training delivery program. 
This recommendation was favourably received by both 
the Automotive Parts Manufacturers’ Association and 
the Canadian Auto Workers. These two organizations 
in 1991 established the Automotive Parts Sectoral Train- 
ing Council (APSTC). The automotive parts industry 
has been relatively healthy in the 1980s, so the major 
concern of the APSTC has been one of upside adjust- 
ment. 


Human resource studies of the aircraft maintenance 
industry (EIC, 1991) and the textile industry (EIC, 1989) 
have also led to sectoral initiatives in these two sectors, 
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although the exact form these initiatives will take has not 
yet been fully worked out. The Air Transport Association 
of Canada, the International Association of Machinists 
and Aerospace Workers and the Canadian Auto 
Workers plan to establish the Canadian Aviation Main- 
tenance Council this year to deal with human resource 
issues in this sector. Equally, the Joint Human 
Resource Committee of the Canadian Textile Industry, 
which includes both employer and union repre- 
sentatives, expects to form an organization to deal with 
human resource concerns in the textile industry this 
year. 


The Department of Employment and Immigration has 
also completed human resource studies in the commer- 
cial printing industry (EIC, 1991a) and in the trucking 
sector (EIC, 1990), again recommending formation of a 
permanent joint business-labour organization to deal 
with human resource issues in the sectors. Discussions 
are currently taking place between business and labour 
on the possibility of establishing such organizations. 
Serious interest has been expressed by both parties. 


Employment and Immigration Canada (EIC) is currently 
working on or planning human resource studies in a 
number of additional sectors — oil and gas, consumer 
electronic/appliance service, environmental industries, 
education, horticulture, marine transportation, mining, 
and radio and T.V. broadcasting. EIC also is discussing 
possible studies in a number of other sectors (culture, 
electrical utilities, food processing, and pulp and paper). 
Bipartite sectoral councils may emerge in sectors where 
unions represent a significant proportion of the 
workforce, such as mining; pulp and paper, marine 
transportation, radio and TV broadcasting, food 
processing, and electrical utilities. ElC is also conduct- 
ing a human resource study for the already established 
Western Woods Product Forum. 


At least two national sectoral initiatives have recently 
developed, or are in the process of being established, 
without the catalyst of an EIC human resource study. In 
1991 the Council of Maritime Affairs (COMA) was estab- 
lished to deal with issues affecting ship crews and ship 
operators involved in Great Lakes shipping. The found- 
ing organizations were the Canadian Lake Carriers As- 
sociation and three maritime unions. Labour Canada 
played a major role in bringing the two parties together. 
This department’s interest in COMA stemmed in part 
from its jurisdictional responsibilities for labour matters 
in the industry. 


Inthe grocery products sector discussions are currently 
taking place between the Grocery Products Manufac- 
turers of Canada and the largest union in the sector 
(United Food and Commercial Workers International 
Union) to establish the Canadian Grocery Producers 
Forum (CGPF). This organization will serve as a vehicle 
for on going discussion and joint action on issues of 
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importance to the grocery products manufacturing in- 
dustry. These issues include training and adjustment, 
competitiveness, and the environment. Unlike most 
other sectoral initiatives, the role of government in bring- 
ing the labour market partners together has been mini- 
mal. In contrast to the other initiatives where an EIC 
human resource study has preceded the establishment 
of a council, the CGPF will first be established, and then 
plans to ask the government to undertake a detailed 
human resource study of the sector. 


At the provincial level, a particularly innovative example 
of a recent sectoral initiative is the Skills Improvement 
Council of the British Columbia construction industry. 
Formed by the British Columbia and Yukon Territory 
Building and Construction Trades Council and the Con- 
struction Labour Relations Association, the Council is 
particularly focused on enhancing the basic skills of 
workers in the construction sector (see B.C. Construc- 
tion Industry Skills Improvement Council, 1992). 


The Pioneering Sectoral Initiatives: 
CSTEC and the Sectoral Skills 
Council 


The two best known national sectoral initiatives are the 
Canadian Steel Trade and Employment Congress and 
the Sectoral Skills Council. Not surprisingly, they are 
also the initiatives which have developed innovative 
activities and programs which link them directly with the 
workplace. For this reason the activities of both or- 
ganizations, and in particular the activities which make 
them unique, merit close examination. 


Canadian Steel Trade and Employment 
Congress 


The most important and innovative activity of the 
Canadian Steel Trade and Employment Congress 
(CSTEC) is the downside adjustment programs it 
provides displaced steelworkers. In 1988 the Depart- 
ment of Employment and Immigration allocated $20 
million to CSTEC to provide labour market services. For 
the first time the stakeholders in a sector had a certain 
amount of direct control over the uses of public monies 
allocated for adjustment in their sector. CSTEC formed 
an Employment and Adjustment Committee composed 
of an equal number of business and labour repre- 
sentatives fromthe steel industry to design the programs 
for displaced workers. These programs in turn were 
implemented at the workplace level by what have be- 
come known as HEAT (Helping Employees Adjust 
Together) teams composed of CSTEC employees and 
counsellors drawn from the steel industry and by local 
project committees. The services provided include job 
search assistance, training, career counselling, reloca- 
tion assistance, advice on starting a business, estab- 
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lishment of a job referral service and a control location 
for workers to meet. By 1991 CSTEC had assisted 18 
projects involving 2900 workers. 


The general characteristics of what has become known 
as the CSTEC model of downside adjustment are: 


* business and labour responsibility for the design 
and implementation of labour adjustment 
programs; 


* joint labour-management decision making at all 
levels and in all aspects of the adjustment assis- 
tance; 


* sectoral design to deal with the special problems 
of the industry; and 


* decentralized participatory, grass roots implemen- 
tation of programs. 


More specific features of the model include: 


- establishment of a permanent joint labour- 
management structure at the national level to 
oversee the process; 


* an emphasis on in-person interviews conducted 
by counsellors drawn from the steel industry to 
determine adjustment needs ; and 


* greater stress on retraining than on other types of 
adjustment assistance, with the training offered 
preferably immediately after workers are dislo- 
cated. 


The Department of Employment and Immigration has 
recently made available an evaluation of the short-term 
effectiveness of the CSTEC project based on a detailed 
analysis of anumber of CSTEC and non-CSTEC adjust- 
ment projects (see Ekos Research Associates Inc., 
1991). Since a second phase of the evaluation looking 
at the relative cost effectiveness of CSTEC compared 
to alternative delivery mechanisms is currently being 
conducted, it is premature to make any conclusions 
regarding the cost effectiveness of CSTEC at this time. 
Nevertheless, the first phase of the evaluation provides 
extremely useful information about CSTEC. 


Workers in the CSTEC metal group were found to be 
significantly better off than the non-CSTEC metal control 
group in terms of current labour market status. In par- 
ticular, their unemployment rate was seven percentage 
points lower. Given CSTEC’s greater emphasis on 
training, it is expected that the positive advantage en- 
joyed by CSTEC participants for both wages and 
employability will increase through time as the benefits 
from training have yet to be fully realized. Of course, 

CSTEC’s greater stress on training means that Its ad- 
justment programs are more costly than non-CSTEC 
programs. As noted, the first phase of the evaluation did 
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not discuss whether the greater costs were justified in 
terms of the larger benefits. 


An additional finding was that CSTEC participants were 
much more satisfied with the assistance they received 
than their counterparts in other adjustment programs. 
This may be explained by the more personalized atten- 
tion provided by CSTEC HEAT teams, the hands-on 
knowledge of the steel industry possessed by members 
of the HEAT teams, the active involvement of the union, 
and CSTEC’s less bureaucratic, more user-friendly and 
flexible approach to adjustment. 


A key question is whether the CSTEC model of 
downside adjustment should and could be implemented 
in other sectors. The consensus view is that CSTEC 
has been successful and that in principle such a model 
should be implemented for downside adjustment in 
other sectors. Whether such implementation is in fact 
possible is debatable. The sectoral characteristics 
which contributed to CSTEC’s success in the steel 
industry may not exist in other sectors. These included 
a high degree of concentration in terms of both company 
and union representation and a high degree of union 
density facilitating business-labour joint decision 
making. 


A second important question is whether the CSTEC 
model of downside adjustment can be extended to up- 
side adjustment and to other issues such as the intro- 
duction of new technologies, skills shortages, and 
changing workplace practices. 


Sectoral Skills Council 


The most innovative development of the Sectoral Skills 
Council has been the establishment of a Sectoral Train- 
ing Fund (STF) to finance increased training and retrain- 
ing of workers in the electrical/electronics manufacturing 
industry. The establishment of such a fund arose from 
the realization by both business and labour that the 
sector was devoting insufficient resources to upgrading 
the skills of the workforce. Unlike CSTEC where adjust- 
ment out of the sector was the dominant concern, the 
Sectoral Skills Council was faced with the challenge of 
upside adjustment. 


One Sectoral Training Fund was established for the 
industry, with each participating workplace having its 
own self-contained account directed by business and 
labour at the workplace level. No funds move from one 
workplace to another. Participation is voluntary with 
both the employer and union/employee group having to 
agree to participate. The Fund is operated at both the 
sectoral and workplace levels jointly by management 
and unions/employees through the Sectoral Skills Coun- 
cil and Joint Workplace Training Committees, respec- 
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tively. Employees covered by the Fund have access to 
its resources for training purposes. While most training 
activity is expected to be of an “upside” nature, a 
“downside” component is also included. Funded train- 
ing is intended to be “incremental” in nature, that is, over 
and above what is already taking place in the workforce. 
Emphasis is on portable skills. 


The size of the Fund is one percent of the workplace’s 
wage bill. Employees, employers, the federal govern- 
ment andthe provincial government each contribute one 
quarter of one percent of the wage bill. At this time the 
Fund is established only in Ontario. The federal and 
Ontario governments have each committed up to $12 
million over five years. In unionized firms the employee 
contribution is indirect and decided in local negotiations. 
In non-unionized firms, the employer, in consultation 
with the employees, determines the most practical 
mechanism for contributions. Currently 16 firms and 25 
workplaces, including 4 non-unionized shops, par- 
ticipate in the Fund. A total of 7500 workers are covered, 
eight percent of total employment in the electri- 
cal/electronics industry in Ontario. 


Four types of training are funded. The first type involves 
portable, non-firm specific skills. Forty percent of fund 
expenditures are currently allocated to this type of train- 
ing, with the figure rising to sixty percent by 1993. Type 
Il training, comprising twenty percent of fund expendi- 
ture, is general education and training that is not neces- 
sarily restricted to the requirements of a worker’s current 
job. Type Ill training, receiving ten percent of fund 
expenditure, involves employee group-directed training 
such as seminars and union-sponsored training aimed 
at promoting worker’s ability to contribute to the entire 
training process. Type IV training is contingency for 
plant closures and involves training in counselling and 
referral skills for selected laid-off workers to help peers 
deal with the problems of adjustment. Twenty percent 
of the fund expenditure is devoted to this use although 
after 1993 these monies may be directed to Type | 
training. 


The Sectoral Skills Council's specific role with respect 
to the Fund are to: 


* set broad training guidelines and ensure that they 
are followed at the workplace level: 


* secure timely contributions to the Fund from all 
parties; 


* resolve disputes referred to it by individual 
workplaces; 


¢ establish broad policies on specific training ques- 
tions; and 


¢ monitor expenditures under the Fund for auditing 
and evaluation purposes. 
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Unlike CSTEC, no evaluation has yet been conducted 
on the Sectoral Skills Council. Discussion with SSC 
officials and other observers indicates that the SSC is 
strongly supported by its industry association and par- 
ticipating unions and that interest in the Sectoral Train- 
ing Fund is significant and growing. 


Some Issues in the Further 
Development of Sectoral Initiatives 


The development of successful sectoral initiatives is a 
long, complex, and at times difficult process. Given 
differences in views between business and labour and 
at times within the business and labour constituencies 
themselves, it is not surprising that convincing business 
and labour to work together can be challenging. The 
role of government in the process also merits discus- 
sion. A number of questions and issues continue to be 
debated by business and labour in the development of 
sectoral initiatives. 


An important issue in the establishment of bipartite 
initiatives in sectors with large numbers of non- 
unionized workers is the question of who speaks for the 
non-unionized workforce. Unions argue that they 
should represent all workers, unionized or non- 
. unionized. Employers argue that non-unionized 
employees should decide how they wish to be repre- 
sented. When non-unionized employees are given rep- 
resentation, the parity relationship between organized 
labour and employers is forfeited, although equality 
between employees (unionized and non-unionized) and 
employers is maintained. 


A related issue is the role of groups other than business 
and labour in the development of sectoral initiatives. 
Some argue that sectoral issues can go beyond the 
purview of business and labour and that groups which 
have a direct interest in developments in a particular 
sector should be represented in a decision-making 
capacity. For example, it could be argued that women’s 
organizations should play a role in initiatives in sectors 
where women are heavily represented and/or under- 
represented in the workforce. Equally, native groups 
should be represented in any initiative involving sectors 
employing large numbers of aboriginals. Another group 
which could possibly be considered for inclusion as the 
decision makers in sectoral initiatives are the education 
institutions that provide training and retraining to 
workers in the sector. 


While no one denies the desirability of input from such 
groups into sectoral initiatives, some argue that such 
groups should not be given formal representation in 
sectoral initiatives. It is felt that such representation may 
lessen the feeling of ownership that business and labour 
have of the initiative and thus reduce their commitment 
to its Success. 
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One issue which sometimes arises is the definition of a 
sector. Sectors are normally defined by the Standard 
Industrial Classification (SIC) and data are gathered 
using these definitions. But for a variety of reasons SIC 
sectoral definitions may not always be appropriate. It 
may be better for business and labour to agree on a 
sectoral definition which reflects their reality. The 
demarcation of sectoral boundaries may be particularly 
important for policy issues such as standard-setting. 


The funding of sectoral initiatives also has generated 
considerable debate. Most sectoral initiatives have 
been financed by Employment and Immigration Canada 
and, to a lesser extent, Labour Canada. The federal 
government has indicated, however, that it is not 
prepared to underwrite these initiatives indefinitely and 
that it would like the sectoral organizations to take steps 
to secure other sources of financing, in particular, finan- 
cial contributions from business and labour. Indeed, 
current policy is to fund sectoral initiatives for only three 
years, with support progressively declining over the 
period. Government argues that a true commitment on 
the part of business and labour to sectoral initiatives 
requires some financial support. 


Labour has, however, indicated a reluctance to make a 
major financial commitment to sectoral initiatives (at 
least in cash; contributions in kind are more acceptable) 
largely because it feels its financial resources are 
stretched too thin to permit such contributions. In addi- 
tion, certain labour leaders have been particularly 
adamant that unions should not contribute to the funding 
of any training initiatives undertaken by sectoral or- 
ganizations. It is felt this is the responsibility of the 
employer, or of government. 


A related funding issue concerns the uses of UI monies 
to fund sectoral initiatives. In the past, developmental 
uses of UI funds have not included grants to sectoral 
initiatives, although sectoral initiatives such as CSTEC 
have had access to the developmental uses of UI. 


With the passage of Bill C-21 in October of 1990, up to 
15 percent of Ul revenues may now be used for non-in- 
come support related purposes. These monies may be 
pointed to as a source of funds for sectoral initiatives. 
Yet a key recommendation of the CLMPC Task Forces 
on the Labour Force Development Strategy (see 
CLMPC, 1990), supported unanimously by both busi- 
ness and labour, was that Ul monies be used only for 
income support purposes. Many labour leaders feel 
particularly strongly about this issue. Any attempt to use 
UI monies to fund sectoral initiatives would therefore be 
controversial. 


Another issue is whether sectoral organizations should 
be involved in downside adjustment or whether local 
labour market boards are more appropriate in this 
regard. One view is that sectoral organizations should 
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be involved, as their familiarity with the sector gives them 
an advantage in dealing with displaced workers. An 
alternative view is that local labour market boards are a 
more appropriate mechanism for downside adjustment. 
It is argued that they are by definition responsible for all 
sectors in their region so workers in sectors without 
sectoral organizations are not excluded from assis- 
tance. It is also said that since workers are leaving a 
particular sector for other sectors, knowledge of the 
downsizing sector on the part of those managing the 
adjustment process is not crucial. There may of course 
be arole for both sectoral organizations and local labour 
market boards in downside adjustment. 


Sectoral initiatives, particularly those that have had im- 
pact at the workplace, have largely been limited to 
human resource issues. An important issue is whether 
such initiatives can deal with other workplace concerns 
such as technological change, work practices, or worker 
participation schemes. Some are of the opinion that 
these issues are best left to the collective bargaining 
process because they are often firm-specific. Others 
argue that a sectoral approach to these issues may 
foster innovations or have cost advantages associated 
with scale economies which benefit both labour market 
partners. For example, a code for the implementation 
of new technologies agreed to by business and labour 
at the sectoral level, and adhered to by all firms and 
unions in the sector, may facilitate the diffusion of best 
practice technologies and promote productivity growth. 
It may also set a general standard to be reflected in other 
ways, including through collective agreements. 


A related issue involves the relationship between sec- 
toral business-labour initiatives and national bipartite 
initiatives. Some argue that successful ventures at the 
sectoral level may lead to successful ventures at the 
national level. Once it has been demonstrated that 
business and labour can develop new and effective 
institutions at the sectoral level to deal with labour 
market issues, for example, it is significantly easier to do 
follow-up at the national level. The experience of 
CSTEC, the Sectoral Skills Council, and other sectoral 
initiatives are said to have in part inspired the creation 
of the Canadian Labour Force Development Board. 
Sectoral initiatives are believed to represent an impor- 
tant step towards building a new business/labour ap- 
proach to labour market issues (Kumar and Coates, 
1991). Others argue that the demonstration effect of 
successful sectoral initiatives on national initiatives may 
be limited because the interests between business and 
labour are much more divergent at the national level 
than at the sectoral level. 
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Sectoral Initiatives and the 
Emerging Labour Market 
Institutional Framework 


The institutional framework for labour market policy in 
Canada is rapidly evolving. At the national level the 
Canadian Labour Force Development Board was estab- 
lished in 1991 to provide consensus-based recommen- 
dations on labour market policy from business and 
labour, as well as from educational institutions and the 
four CJS target groups (natives, women, persons with 
disabilities, and visible minorities). These recommen- 
dations are to be in reference to the developmental uses 
of UI funds and the promotion of national standards for 
training and occupations (see CLFDB, 1991). The 
CLFDB, working with both EIC andthe provinces, is also 
coordinating the creation of local labour market boards 
(see CLFDB, 1991a and EIC/CLFDB/Ontario, 1991). 
These boards will be charged with assessing local 
labour market needs and purchasing the necessary 
skills training. Their composition would reflect that of the 
CLFDB — equal majority representation by business 
and labour and minority representation from other con- 
cerned parties. 


Many provinces/territories are also setting up labour 
market boards to develop and coordinate human 
resource development policies. For example, the On- 
tario government has recently established the Ontario 
Training and Adjustment Board (OTAB, 1991). This 
autonomous body is to be an independent, self-govern- 
ing organization led by representatives of the key labour 
market partners: employers, unions, trainers and 
educators, and social action groups. OTAB will have 
responsibility for programs inthe areas of workplace and 
sectoral training, apprenticeship training, labour force 
adjustment, and labour force entry and re-entry. In the 
area of policy development OTAB will be responsible for 
developing a base of provincial and local labour market 
information, developing new labour force development 
practices through a “Learning Network”, and supporting 
local boards. 


Both the CLFDB and OTAB have indicated a strong 
desire to promote sectoral initiatives, although the exact 
manner in which this will be done has yet to be worked 
out. The CLFDB has established a subcommittee of the 
Board to look at the sectoral initiatives issue. Possible 
roles for the CLFDB with regard to sectoral initiatives 
include bringing business and labour together in sectors 
without sectoral initiatives, allocating government funds 
to sectoral initiatives, acting as a national advocate in 
the business and labour communities for the idea of 
sectoral initiatives, and serving as a clearing- house and 
information centre for sectoral councils. These func- 
tions are currently delivered to some extent by Employ- 
ment and Immigration Canada. 
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OTAB, following the recommendations of the Ontario 
Premier's Council (1990), has made sectoral initiatives 
a top priority. It believes that the greatest opportunity to 
foster human resource development in the orice is 
through the co-determination of training needs by busi- 
ness and labour at the sectoral level. It also feels that 
business-labour sectoral initiatives have much to con- 
tribute to the development of successful high value- 
added industrial Strategies for particular sectors. These 
Strategies will in turn ensure the long-term viability of the 
sectors. The experience of the Sectoral Skills Council 
In particular appears to have influenced OTAB’s ap- 
proach to sectoral initiatives. OTAB intends to establish 
a permanent council on workplace and sectoral training 
which will approve sectoral initiatives and allocate public 
funds to sectoral training agreements (see OTAB 1991). 


The precise relationship between sectoral organizations 
and local boards has yet to be fully worked out and will 
undoubtedly evolve over time. In principle, the sectoral 
organization will have national responsibility for one 
sector while the local boards will have responsibility for 
workplaces within their labour market boundaries. 
Coordination will be necessary to ensure that local 
initiatives with respect to particular sectors are consis- 
tent, or at least not in conflict, with overall sectoral 
initiatives at the national level. 


Some General Principles of 
Effective Sectoral Initiatives 


An examination of the accumulated experience in the 
building of sectoral initiatives in Canada over the past 
decade indicates a number of general principles. The 
following seven general principles appear to be essen- 
tial for successful sectoral initiatives: 


* equality of business and labour; 
* avoidance of collective bargaining issues; 
¢ business and labour control of the agenda; 


- joint decision making, based on mutual recogni- 
tion of each party’s concerns; 


- strong linkages to the workplace; 
* provision of adequate resources; and 


- relatively low expectations on the part of the labour 
market partners regarding the outcome of the 
initiative. 


Before looking at the general principles some discussion 
of the motivation behind the participation of business 
and labour in the sectoral initiatives is useful. The 
concerns of business and labour differ and neither party 
behaves in an altruistic manner. But each side recog- 
nizes the legitimacy of the other’s goals and objectives 
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and realizes that jointly they can develop solutions to 
their respective concerns. 


First, labour and business must act as equals in the 
process of building sectoral initiatives. This principle is 
particularly important to labour because unions often 
feel that business does not consider them a legitimate 
and equal partner in the workplace. Where unions must 
constantly defend their right to represent workers and 
must fight for their very existence against employers 
who would prefer a non-unionized workforce, there is 
little possibility of employers and unions working produc- 
tively together. 


Second, sectoral initiatives must complement the collec- 
tive bargaining framework and should avoid dealing with 
issues better suited to collective bargaining. The role of 
sectoral initiatives is not to replace collective bargain- 
ing. 


Third, the agenda of sectoral initiatives must be driven 
by business and labour, not by third parties such as 
government, even if government is providing funding. 
Building a successful sectoral initiative requires commit- 
ment from business and labour. The most effective way 
to develop this commitment is to ensure that business 
and labour have a sense of ownership of the initiative. 
Such ownership means that business and labour must 
set the agenda. The role of government should be that 
of facilitator or observer, not active participant. 


Fourth, the decision-making process in sectoral initia- 
tives must be joint in nature and based on mutual 
recognition of the concerns of each party. Given the 
equal representation of business and labour each party 
in effect has veto power. For this reason only policies 
and directions that have the support of both parties can 
be implemented; hence the need to act by consensus. 


Fifth, sectoral initiatives should develop strong linkages 
to the workplace. Without such linkages the activities of 
the sectoral organizations may bear little relation to the 
needs of business and labour at the workplace level. 
Grass roots support may then be lost. Delivery of labour 
market services and administration of sectoral training 
funds are examples of sectoral activities which have a 
strong workplace focus. Such workplace-oriented ac- 
tivities in turn build grass roots support for other sectoral 
activities which bear less directly on the workplace. 


An additional aspect of the linkages between the sec- 

toral initiative and the workplace is that the sectoral 

initiatives should attempt to replicate or at least foster at 

the workplace level the joint business-labour structures, 

based on parity of representation, developed at the 
sectoral level. This can be done through the estab- 
lishment of business-labour workplace committees 
responsible for the delivery or administration of labour 
market services or programs. 
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Sixth, adequate resources must be made available for 
the development of sectoral initiatives. The estab- 
lishment and staffing of a secretariat requires financial 
resources and often the labour market partners, par- 
ticularly labour, are not in a financial position to con- 
tribute. Third party assistance, generally from 
government, is often required. 


Seventh, expectations of business and labour concern- 
ing the outcome of sectoral initiatives should be kept at 
relatively low levels, particularly in the beginning. Be- 
cause of significant differences in views and attitudes 
between business and labour and because of the limited 
experience of the business and labour partners in deal- 
ing with each other outside the collective bargaining 
framework, progress in building sectoral initiatives can 
be slow. Two steps forward are often followed by one 
or more steps backward. For this reason it is wise not 
to foster expectations that the process will quickly lead 
to significant and quantifiable benefits for all parties 
involved. If such expectations are not met, the initiative 
might unravel. 


the importance of leadership 


In addition to the above general principles, a very impor- 
tant factor which has contributed to the success of 
sectoral initiatives such as CSTEC and the Sectoral 
Skills Council has been strong leadership. The quality 
of leadership can in many cases be the determining 
factor in whether a sectoral initiative is or is not estab- 
lished in a particular sector. Leadership is critical in 
initiating the dialogue, in setting up the initiatives, in 
ensuring that each constituency feels its respective in- 
terests are being met, and in keeping the process going 
through both good and bad times. 


As noted earlier, labour and business leaders are not 
acting in an altruistic manner when they enter into 
sectoral initiatives. They know that their own interests 
can be furthered by working with each other. Crucial for 
the success of sectoral initiatives is the emergence of 
leaders who recognize the potential of sectoral initiatives 
to serve their constituency’s interests, and who have the 
ability to convince their constituencies of this. 


The Relationship of Sectoral 
Initiatives to Economic 
Restructuring 


The issue of economic restructuring, defined as both 
upside adjustment and downside adjustment of workers, 
firms, and sectors, is proving of paramount importance 
in the 1990s. Government, business and labour have 
all recognized the key role sectoral initiatives can play 
in promoting successful economic restructuring. 
CSTEC and the Sectoral Skills Council in particular are 
regarded as successful models for downside adjustment 
and upside adjustment, respectively. Specific contribu- 
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tions that effective joint business-labour sectoral initia- 
tives can make include: 


* the fostering of aclimate of trust based on a mutual 
desire and ability to resolve problems between 
business and labour. Such a climate can result in 
business-labour cooperation expanding from 
areas of initial concern such as training to other 
areas such as the introduction of technological 
change or workplace practices which may also 
benefit from joint consultation outside the 
framework of collective bargaining. There is little 
doubt that a better climate of trust between busi- 
ness and labour is needed in Canada. In 1991 the 
World Competitiveness Report of the Worid 
Economic Forum rated Canada 19th out of 23 
industrial countries in the degree to which unions 
and management work to mutual benefits; 


more effective development and delivery of labour 
market programs. The experience of CSTEC has 
shown that downside adjustment programs canbe 
more effective when they are delivered by persons 
with grass roots knowledge and experience in the 
downsized sector. Similarly, experience with SSC 
shows how consistent rules and approaches to 
training can be developed once applied more 
generally on an efficient, cost effective basis at a 
sectoral level; 


development and implementation of better public 
policy through the provision of joint advice and 
recommendations to government by sectoral or- 
ganizations; 


the development of new labour market 
mechanisms and institutions to deal with specific 
labour market issues. For example, the Sectoral 
Training Fund established by the Sectoral Skills 
Council represents a particularly innovative man- 
ner of dealing with the need for skills upgrading in 
the electrical/electronics industry; and 


the laying of the foundation at the sectoral level for 
bipartite initiatives at broader levels which will be 
in the interest of business and labour. 


It can be noted that sectoral initiatives might be con- 
sidered a “public good”. Individual firms might never 
undertake the types of activities sectoral initiatives 
engage in because of the large developmental costs 
associated with them and other constraints, even though 
these activities would be highly desirable from the point 
of view of society. The establishment of sectoral initia- 
tives thus requires government assistance. 


Sectoral initiatives, while certainly an important part of 
the economic restructuring process, should not, how- 
ever, be seen as a panacea. There may be inherent 
limits and weaknesses in the role sectoral initiatives can 
play. They may include: 
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* inconsistencies between the common sectoral in- 
terests of business and labour and the overall 
national interest. Examples are generally not 
found in the human resource development area, 
but may occur in areas such as tax policy, trade 
policy and resource management where specific 
sectoral policy proposals may constitute a zero- 
sum game between the sector and the rest of the 
economy; 


an inability of sectoral initiatives to move beyond 
issues such as training; 


sectoral initiatives in certain sectors. National in- 
itiatives would be needed for these sectors since 
sectoral initiatives cannot deal with their prob- 
lems; and 


the limited number of policy levers available to 
business and labour at the sectoral level. Certain 
sectoral problems may require policy solutions 
well beyond the ambit of business and labour in 
that particular sector. The problem of insufficient 
aggregate demand, which leads to a basic lack of 
jobs, is one example of a situation where forces 
well beyond the control of the sector are respon- 
sible for sectoral problems. There may be a 
danger that an emphasis on a sectoral approach 
to solving the problems faced by a particular sector 
willtransfer responsibility from the national level to 
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structural impediments to the establishment of ° 


the sectoral level. This may reduce the pressure 
at the national level for more effective policies, 
even though it is at this level that the problem may 
lie. Supply-side policies at the sectoral level may 
not be substitutes for demand-side policies at the 
national level. 


Conclusion 


This background paper has attempted to provide a 
comprehensive discussion of the recent experience in 
the building of sectoral initiatives in Canada. The overall 
conclusion of the paper is that this experience has been 
a very positive one for both business and labour. 


In contrast to the general experience at the workplace 
and aggregate economy level where business and 
labour often are at loggerheads over particular issues, 
the sectoral level has seen new and effective forms of 
joint decision making. 


This may reflect the fact that sectoral initiatives have 
largely focused on labour market issues. Training and 
adjustment may be a positive-sum game for both par- 
ties. In any case, there is strong agreement among 
business, labour and government that the upside and 
downside adjustment models development by CSTEC 
and the Sectoral Skills Council should be expanded to 
other sectors. It is believed that such a development 
would contribute significantly to successful economic 
restructuring in Canada. 
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Notes 


' For discussion of the positive role sectoral initiatives 
can play in economic restructuring see Economic Coun- 
cil of Canada (1990), Government of Canada (1991), 
Employment and Immigration Canada (1989a), In- 
dustry, Science and Technology Canada (1991), On- 
tario Premiers Council (1990), Ontario Training and 
Adjustment Board (1991), British Columbia Task Force 
on Employment and Training (1992), Warrian (1989 and 
1991), O’Grady (1992), United Steelworkers of America 
(1991), Pomeroy (1992), Kumar and Coates (1991), and 
Kochan (1992). 


ay. summary of the mandate and activities of all estab- 
lished sectoral organization is available from the 
CLMPC. 


3 Earlier business-labour sectoral committees existed, 
such as the Canadian Textile Labour Management 
Committee established in the 1960s. 


4 The activities of other sectoral initiatives such as CARS 
will be reviewed in a forthcoming CLMPC background 


paper. 
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a 
survey of Forecasts for the 


Canadian Economy 


An examination of output, labour market, and produc- 
tivity forecasts produced by model-based public and 
private sector forecasting organizations in Canada 
(Department of Finance, Informetrica, WEFA Group, 
Data Resources Incorporated Canada (DRI), Con- 
ference Board of Canada, and the Institute for Policy 
Analysis of the University of Toronto) is instructive intwo 
regards. First, it provides a “consensus” view on trends 
in key variables based on the average forecast (see 
Table 1). Second, it illustrates the range of forecasts, 
showing the degree of divergence of views of 
forecasters on output, labour market, and productivity 
trends. Some variables show little divergence. For 
others the range is great, illustrating more uncertainty. 


Output Forecasts 


The health of the labour market is largely conditioned by 
the overall strength of the economy. Therefore, the 
starting point for the examination of labour market 
forecasts is output forecasts. There is a fair degree of 
consensus among the model-based forecasting or- 
ganizations on the short-term outlook for the Canadian 
economy. Real output forecasts for 1992 range from a 
low of 1.7 percent to a high of 2.7 percent, with an 
average of 2.3 percent (see Table 2). Different assump- 
tions about interest rate developments, consumer con- 
fidence, and the U.S. economy explain the divergence 
of views on the short-term prospects for the economy. 
All forecasters expect the economy to pick up momen- 
tum in 1993, with an average output growth forecast of 
3.9 percent and a range from 3.0 percent to 4.7 percent. 
The average forecast for 1994 and 1995 is in the 3.8 - 
3.9 percent range, with no forecaster below 3.3 percent 
in either of the two years. 


While growth forecasts for the 1993-95 period may 
appear robust, it should be remembered that substantial 
underutilized capacity currently exists in the Canadian 
economy. Even the highest forecast would not see the 
output gap eliminated by 1995. Based on the OECD’s 
estimate of an output gap of 8.5 percentage points in 
1991 and a potential growth rate of 3 percent, the most 
rosy economic forecast for the 1992-95 period — the 4.0 
percent per year growth rate forecast by the Department 
of Finance — still leaves a 4.5 point output gap by the 
end of 1995. The output gap in 1995 based on the 
average forecast would be a considerable 6.5 percent- 
age points. 
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Over the 1996-2000 period output growth forecasts 
diverge significantly — from a high of 3.6 percent per 
year to a low of 2.3 percent with the average 2.9 percent. 
It should be noted that if growth corresponds to the 
average, no progress will be made in closing the output 
gap between 1995 and 2000. 


Over the cyclically neutral peak-to-peak 1981-89 period 
real output growth in the Canadian economy averaged 
3.2 percent per year. Based on the actual growth rates 
for 1990 and 1991 and the average forecast for the 
1992-2000 period, the average annual rate of increase 
over the 1990-2000 period (1989 base) will be 2.4 
percent, 0.8 points lower. Most of the fall-off in growth 
is due to slower productivity growth — an average 1.0 
percent compared to 1.6 percent in the 1980s. Employ- 
ment growth is down only slightly — from 1.6 percent to 
1.3 percent per year. 


Labour Market Forecasts 


Before looking at labour market forecasts, it is useful to 
highlight two key relationships between labour market 
variables. First, labour force growth is determined by 
the rate of growth of the working age or source popula- 
tion (population 15 and over) and the aggregate par- 
ticipation rate. Second, the unemployment rate is 
determined by the relative changes in labour force and 
employment growth. 


working age population 

There is less uncertainty about trends in working age 
population in the 1990s than other labour force variables 
(see Table 1 and 3). All forecasts for this variable are 
within the 1.3 - 1.5 range for the 1992-95 period and the 
1.2-1.4 percent range for the 1996-2000 period, a 
remarkably small variance compared to other variables. 
This very limited divergence of views on source popula- 
tion reflects the relatively predictable nature of the vari- 
able. 


Working age population is determined by three factors 
— the number of persons who turn 15 in any year, which 
is known with an extremely high degree of certainty 
since those persons are already born (at least for 
forecasts up to 15 years); the mortaiity rate of those 15 
and over, also known with a high degree of certainty; 
and net immigration. It is this third variable which is 
responsible for what divergence there is in source 
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population forecasts, since future immigration and 
emigration levels are uncertain. 


The Canadian government has announced target 
landed immigration levels of 250,000 persons per year 
for the 1992-95 period. These levels appear to be 
incorporated into all forecasts. Immigration at these 
levels provides about 40 percent of source population 
growth (0.6 percentage points out of 1.4 percent). If 
these levels are not realized, either because of changes 
in immigration policy or because fewer people were 
interested in coming to Canada due to high unemploy- 
ment and the associated limited employment oppor- 
tunities, then working age population growth would be 
lower. 


It is interesting to note that working age population 
growth inthe 1990s is actually expected to be faster than 
in the 1980s. The consensus view is that working age 
population will advance at a 1.4 percent average annual 
rate overthe 1990-2000 period compared to 1.2 percent 
over the 1981-89 period. This development reflects the 
greater number of immigrants expected to enter Canada 
in the 1990s compared to the 1980s. 


participation rate 


In contrast to working age population, labour force par- 
ticipation rate forecasts differ greatly, particularly in the 
medium term. Over the 1992-95 period the average 
annual rate of change forecast for the aggregate par- 
ticipation rate ranges from a low of -0.2 percent to a high 
of 0.6 percent, with the average or “consensus” forecast 
0.1 percent. A key factor behind the differences is the 
output growth forecast as participation rate behaviour in 
the short to medium term can have a strong cyclical 
component. 


Inthe second half of the 1990s, there is less variation in 
participation rate forecasts. While the average forecast 
remains at 0.2 percent per year the 1996-2000 period, 
the range is from 0.1 percent to 0.4 percent. This 
situation reflects the expected smaller cyclical variation 
in the participation rate in this period. The trend par- 
ticipation rate forecast largely determines the actual 
participation rate forecast. Less divergence among 
forecasters appears to exist on the trend participation 
‘rate than the cyclical behaviour of the participation rate. 


The average aggregate participation rate forecast forthe 
year 2000 is 67.3 percent, with a range from 66.8 
percent to 68.1 percent. In 1989 the participation rate 
was 67.0 percent, before falling in the early years of the 
1990s due to the recession. From 1989 to 2000, the rate 
of growth of the participation rate, based on the average 
2000 forecast, is expected to be only 0.1 percent per 
year, down from 0.4 percent between 1981 and 1989 
and 0.8 percent from 1973 to 1981. Indeed, in some 
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forecasts the aggregate participation rate never regains 
its 1989 level inthe 1990s or beyond. All forecasts show 
that participation rate growth is expected to account for 
a much smaller share of total labour force growth in the 
1990s than in the 1970s and 1980s. 


This much lower growth in the aggregate participation 
rate expected in the 1990s reflects several factors: the 
slower growth of age-specific female participation rates 
due to the much reduced gap between male and female 
participation rates; the decline in participation rates for 
older males due, in part, to the continued trend toward 
early retirement; and the growth in the share. of the 
population in older age groups, which have lower par- 
ticipation rates. 


labour force 


Labour force growth forecasts are determined by work- 
ing age population and participation rate forecasts. 
They exhibit more variability than working age popula- 
tion forecasts but less than participation rate forecasts. 
Over the 1992-95 period the average forecast is 1.5 
percent, with the range from 1.3 to 2.0 percent, reflect- 
ing the large variation in participation rate forecasts. 
Over the 1996-2000 period the average forecast is 1.4 
percent but the range is less, again reflecting less un- 
certainty about participation rate developments. 


From the 1989 cyclical peak to 2000, the average or 
consensus forecast shows the labour force expected to 
grow at a 1.4 percent average annual rate , down from 
1.6 percent between 1981 and 1989. This slower 
growth reflects the fall-off in participation rate growth, as 
working age population growth is expected to pick up 
Slightly. 


employment 


Forecasters diverge significantly on the medium-term 
outlook for employment, with the range for the 1992-95 
period from 1.3 percent per year to 2.4 percent. The 
average forecast is a relatively strong 1.8 percent, due 
to the cyclical rebound from the 1990-91 recession. Like 
the participation rate, employment forecasts are largely 
conditioned by the output growth outlook. Forecasters 
with robust outlooks for real growth also expect strong 
employment growth. Forecasters projecting weak out- 
put growth have lower employment growth. In the 
second half of the 1990s the average forecast for 
employment growth is 1.6 percent per year, down from 
that in the 1992-95 period as the strong employment 
growth associated with the cyclical rebound is ex- 
hausted. 


From the 1989 cyclical peak to 2000 the average 
forecast shows employment growth at 1.3 percent per 
year, down from the 1.6 percent rate experienced be- 
tween 1981 and 1989. 
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unemployment 


For 1992 almost all forecasters expect the unemploy- 
ment rate to be higher than the 10.3 percent recorded in 
1991. Beyond 1992, forecasters differ widely on their 
outlook for the unemployment rate. Two forecasters 
expect the unemployment rate to remain above 10 per- 
cent until at least 1995, while other forecasters expect 
the unemployment rate to fall to the 8 to 9 percent rate 
in 1995 (8.3 percent is the most optimistic forecast). The 
average forecast for 1995 is 9.6 percent. Again, the 
unemployment rate forecasts largely reflect different 
views on output growth, with above average output 
forecasts associated with below average unemployment 
rates. 


Forecasters also differ sharply on their outlook for un- 
employment in the year 2000, with forecasts ranging 
from 10.2 percent to 7.2 percent and averaging 8.5 
percent. Over the 1990-2000 period the average un- 
employment rate is expected to average 9.5 percent, up 
slightly from the 9.3 percent average of the 1982-89 
period. 
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Productivity Forecasts 


The average forecast for output per worker over the 
1992-95 period is 1.7 percent, with a range from 1.4 
percent to 2.2 percent (see Tables 1 and 4). Above 
average productivity forecasts tend to be associated 
with above average output forecasts and below average 
productivity forecasts with below average output growth, 
due to the positive effect of output on productivity. 
Productivity actually fell over the 1990-91 period be- 
cause of the recession so the 1992-95 period is ex- 
pected to enjoy a cyclical rebound in productivity. Over 
the 1996-2000 period the average forecast for output per 
worker growth is 1.2 percent, down from the 1992-95 
period, with a range from 0.7 percent to 2.1 percent. 


From the 1989 output peak to the year 2000 the average 
forecast for aggregate labour productivity growth Is 1.0 
percent per year. This is down significantly from the 1.6 
percent per year recorded over the peak-to-peak 1981 
to 1989 period. In other words, slower productivity 
growth is expected in the 1990s. It is this slower produc- 
tivity growth that largely accounts for the expected fall- 
off in output growth from 3.2 percent to 2.4 percent per 
year. Labour force growth, the other determinant of 
output growth, is expected to fall only 0.2 percentage 
points. 
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A Survey of Output Forecasts 
(annual or average annual rate of change) 
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Sources: WEFA Group short-term forecast, July 1992, long-term forecast April, 1992; The Budget 1992, Department of Finance, February, 
1992; Conference Board of Canada, short-term forecast, July 1992, long-term forecast, December 1991; Focus Model Base Forecast, Institute 
for Policy Analysis, University of Toronto, April ,1992; DRI Canada short-term forecast, July, 1992, long-term forecast, May 1992; Informetrica 


forecast, April 1992. 


| Note: The base year used for calculation of average annual growth rates is the year prior to the first year of the period indicated. Output fell 0.5 
percent in 1990 and 1.7 percent in 1991. Over the peak to peak 1981-89 period output rose at a 1.6 percent average annual rate. 


(1) 1994-97 
(2) 1997-2000 
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Table 3 
A Survey of Labour Market Forecasts 


(annual or average annual rate of change, unless otherwise specified) 
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unemployment rate (level) year 2000 
Finance | 10.3 9.7 — ~ — — 7.0(1997) 
Informetrica 10.4 10.5 10.4 10.1 10.4 10.0 10.2 
WEFA Group 11.0 11.3 WU 10.8 IAL 8.9 7.8 
DRI lee: 10.7 - 10.3 9.4 10.4 8.9 8.7 
Conference Board 11.0 10.7 10.1 9.4 10.3 8.5 8.7 
Institute for 
Policy Analysis 10.4 9.7 8.9 8.3 9.3 Fest h We 
average 10.7 10.4 10.2 9.6 10.3 8.8 8.5 


1. Average for the 1994-97 period 


Sources: see Table 2. 


Note: The base year used for calculation of average annual growth rates is the year prior to the first year of the period indicated. Working age 
population growth was 1.4 percent and 1.5 percent in 1990 and 1991 respectively and averaged 1.2 percent per year over the 1982-89 period. 
Participation rate growth was 0 percent and -1.0 percent in 1990 and 1991 respectively and averaged 0.4 percent per year over the 1982-89 
period. Labour force growth was 0.6 percent and 1.3 percent in 1990 and 1991 respectively and averaged 1.6 percent per year over the 1982- 
89 period. Employment growth was 0.7 percent and -1.8 percent in 1990 and 1991 respectively and averaged 1.6 percent per year over the 
1982-89 period. The unemployment rate was 8.1 percent in 1990 and 10.3 percent in 1991 and averaged 9.3 percent over the 1982-89 period. 
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Table 4 
A Survey of Productivity Forecasts 
(annual or average annual rate of change) 


output per worker 


1993 1994 1995 1992-95 1996-2000 1990-2000 


Finance 6 f 1.6! 1.6! 1.6 
Informetrica } : HES) 1.4 : 
WEFA Group 
DRI 


i 
iB 
0. 


Conference Board 
Institute for 
Policy Analysis 


average 


Finance 
Informetrica 
WEFA Group 

DRI 

Conference Board 
Institute for 

Policy Analysis 


average 


1. average for the 1994-97 period 
Source: see Table 2 


Note: Output per worker fell 1.2 percent in 1990 and increased 0.1 percent in 1991. Over the peak to peak 1982-89 period (1981 base) it rose 
at a 1.6 percent average annual rate. 
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